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the word credit is used in the regulation, it
means consumer credit unless the context
clearly indicates otherwise.

(3) Unless defined in this regulation, the
words used have the meanings given to them
by state law or contract.

(4) Footnotes have the same legal effect as
the text of the regulation.

(5) Where the word amount is used in this
regulation to describe disclosure require-
ments, it refers to a numerical amount.

§226.3 Exempt transactions.

This regulation does not apply to the
following: 4

(a) Business, commercial, agricultural,
or organizational credit. (1) An extension
of credit primarily for a business, com-
mercial or agricultural purpose.

(2) An extension of credit to other
than a natural person, including credit
to government agencies or instrumen-
talities.

(b) Credit over $25,000. An extension of
credit in which the amount financed
exceeds $25,000 or in which there is an
express written commitment to extend
credit in excess of $25,000, unless the
extension of credit is:

(1) Secured by real property, or by
personal property used or expected to
be used as the principal dwelling of the
consumer; or

(2) A private education loan as de-
fined in §226.46(b)(5).

(c) Public utility credit. An extension
of credit that involves public utility
services provided through pipe, wire,
other connected facilities, or radio or
similar transmission (including exten-
sions of such facilities), if the charges
for service, delayed payment, or any
discounts for prompt payment are filed
with or regulated by any government
unit. The financing of durable goods or
home improvements by a public utility
is not exempt.

(d) Securities or commodities accounts.
Transactions in securities or commod-
ities accounts in which credit is ex-
tended by a broker-dealer registered
with the Securities and Exchange Com-

4The provisions in §226.12 (a) and (b) gov-
erning the issuance of credit cards and the li-
ability for their unauthorized use apply to
all credit cards, even if the credit cards are
issued for use in connection with extensions
of credit that otherwise are exempt under
this section.
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mission or the Commodity Futures
Trading Commission.

(e) Home fuel budget plans. An install-
ment agreement for the purchase of
home fuels in which no finance charge
is imposed.

(f) Student loan programs. Loans
made, insured, or guaranteed pursuant
to a program authorized by title IV of
the Higher Education Act of 1965 (20
U.S.C. 1070 et seq.).

[Reg. Z, 46 FR 20892, Apr. 7, 1981, as amended
at 48 FR 14886, Apr. 6, 1983; 49 FR 46991, Nov.
30, 1984; 74 FR 41232, Aug. 14, 2009]

EFFECTIVE DATE NOTE: At 74 FR 5399, Jan.
29, 2009, §226.3 was revised, effective July 1,
2010. For the convenience of the user, the re-
vised text is set forth as follows:

§226.3 Exempt transactions.

This regulation does not apply to the fol-
lowing: 4

(a) Business, commercial, agricultural, or or-
ganizational credit. (1) An extension of credit
primarily for a business, commercial or agri-
cultural purpose.

(2) An extension of credit to other than a
natural person, including credit to govern-
ment agencies or instrumentalities.

(b) Credit over $25,000 not secured by real
property or a dwelling. An extension of credit
not secured by real property, or by personal
property used or expected to be used as the
principal dwelling of the consumer, in which
the amount financed exceeds $25,000 or in
which there is an express written commit-
ment to extend credit in excess of $25,000.

(c) Public utility credit. An extension of
credit that involves public utility services
provided through pipe, wire, other connected
facilities, or radio or similar transmission
(including extensions of such facilities), if
the charges for service, delayed payment, or
any discounts for prompt payment are filed
with or regulated by any government unit.
The financing of durable goods or home im-
provements by a public utility is not exempt.

(d) Securities or commodities accounts. Trans-
actions in securities or commodities ac-
counts in which credit is extended by a
broker-dealer registered with the Securities
and Exchange Commission or the Com-
modity Futures Trading Commission.

(e) Home fuel budget plans. An installment
agreement for the purchase of home fuels in
which no finance charge is imposed.

() Student loan programs. Loans made, in-
sured, or guaranteed pursuant to a program
authorized by title IV of the Higher Edu-
cation Act of 1965 (20 U.S.C. 1070 et seq.).

4[Reserved]
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Federal Reserve System

(9) Employer-sponsored retirement plans. An
extension of credit to a participant in an em-
ployer-sponsored retirement plan qualified
under section 401(a) of the Internal Revenue
Code, a tax-sheltered annuity under section
403(b) of the Internal Revenue Code, or an el-
igible governmental deferred compensation
plan under section 457(b) of the Internal Rev-
enue Code (26 U.S.C. 401(a); 26 U.S.C. 403(b);
26 U.S.C. 457(b)), provided that the extension
of credit is comprised of fully vested funds
from such participant’s account and is made
in compliance with the Internal Revenue
Code (26 U.S.C. 1 et seq.).

§226.4 Finance charge.

(a) Definition. The finance charge is
the cost of consumer credit as a dollar
amount. It includes any charge payable
directly or indirectly by the consumer
and imposed directly or indirectly by
the creditor as an incident to or a con-
dition of the extension of credit. It
does not include any charge of a type
payable in a comparable cash trans-
action.

(1) Charges by third parties. The fi-
nance charge includes fees and
amounts charged by someone other
than the creditor, unless otherwise ex-
cluded under this section, if the cred-
itor:

(i) requires the use of a third party as
a condition of or an incident to the ex-
tension of credit, even if the consumer
can choose the third party; or

(if) retains a portion of the third-
party charge, to the extent of the por-
tion retained.

(2) Special rule; closing agent charges.
Fees charged by a third party that con-
ducts the loan closing (such as a settle-
ment agent, attorney, or escrow or
title company) are finance charges
only if the creditor:

(i) Requires the particular services
for which the consumer is charged;

(ii) Requires the imposition of the
charge; or

(iii) Retains a portion of the third-
party charge, to the extent of the por-
tion retained.

(3) Special rule; mortgage broker fees.
Fees charged by a mortgage broker (in-
cluding fees paid by the consumer di-
rectly to the broker or to the creditor
for delivery to the broker) are finance
charges even if the creditor does not
require the consumer to use a mort-
gage broker and even if the creditor

§226.4

does not retain any portion of the
charge.

(b) Example of finance charge. The fi-
nance charge includes the following
types of charges, except for charges
specifically excluded by paragraphs (c)
through (e) of this section:

(1) Interest, time price differential,
and any amount payable under an add-
on or discount system of additional
charges.

(2) Service, transaction, activity, and
carrying charges, including any charge
imposed on a checking or other trans-
action account to the extent that the
charge exceeds the charge for a similar
account without a credit feature.

(3) Points, loan fees, assumption fees,
finder’s fees, and similar charges.

(4) Appraisal, investigation, and cred-
it report fees.

(5) Premiums or other charges for
any guarantee or insurance protecting
the creditor against the consumer’s de-
fault or other credit loss.

(6) Charges imposed on a creditor by
another person for purchasing or ac-
cepting a consumer’s obligation, if the
consumer is required to pay the
charges in cash, as an addition to the
obligation, or as a deduction from the
proceeds of the obligation.

(7) Premiums or other charges for
credit life, accident, health, or loss-of-
income insurance, written in connec-
tion with a credit transaction.

(8) Premiums or other charges for in-
surance against loss of or damage to
property, or against liability arising
out of the ownership or use of property,
written in connection with a credit
transaction.

(9) Discounts for the purpose of in-
ducing payment by a means other than
the use of credit.

(10) Debt cancellation fees. Charges or
premiums paid for debt cancellation
coverage written in connection with a
credit transaction, whether or not the
debt cancellation coverage is insurance
under applicable law.

(c) Charges excluded from the finance
charge. The following charges are not
finance charges:

(1) Application fees charged to all ap-
plicants for credit, whether or not
credit is actually extended.

(2) Charges for actual unanticipated
late payment, for exceeding a credit
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